URBANISATION, RURAL-URBAN MIGRATION 

AND 


GROWTH OF INFORMAL SECTOR 



T. S. PAPOLA 


G IDS L ibrary 
8789 

lillliilfllliii 

I 307..76 PAP 


QIRI INSTITUTE OF DEVELOPMENT STUDIES 
NIRALA NAGAR, LUCKNOW 226007 



iJiilJANISATION, RURAL-URBAN MIGRATION 


GROWTH OF H 


r. s. fAPOLA 


Dn- 


a.n 


tials 

ng ■ 


GIRI mSTITUTE OF DEVELOPMENT STUDIES 
NIRALA NAQAR, LUCKNOW 226007 


Working Paper No. 51 


URBANISATION, RURAIr- URBAN MIGRATION AND GROWTH 
OF INFOPJVIAL sector'^ 

T.S, Papola 

The Classical Migration - Urbanisation Pattern 

Historically, urbanisation measured in terms of the increa- 
sing proportion of population in urban areas, has been a 
universal accompaniment of economic development. And increase 
in urban population has mostly been contributed by migration of 
people from rural to urban areas,. The logic of this sec^ence 
has been theoretically quite clear rendering any belaboured 
analysis and explanation unnecessary. Economic development has 
been historically characterised by ejqsansion of markets necessi- 
tating increase in the volume of production with its concomitant 
features of economies of large scale production and concentration, 
particularly in the field of industrial development which has 
been an essential ingredient of economic development. As a 
result, production activities have grown faster in larger settle- 
ments which inevitably, either v^ere or have developed into, urban 
areas. The concentrated activities in urban areas have been 
characterised by high productivity resulting into a higher wage 
and income levels than in rural areas. The consequent differentials 
in employment and earning levels have resulted into an increasing 
rural to urban migration and an acceleration in the process of 
urbanisation. 

* Paper prepared for the Indo- Soviet Seminar at Osmania 
University, Hyderabad. 



Essential to the process of urbanisation sketched above 
is the assumption that the urban, industrialisation is sufficiently 
rapid to generate demand for labour In excess of the natural 
increase in labour force in urban areas. This conaition was 
generally met in the case of countries which went through 
process of industrialisation till the first half of the present 
century. In many cases the pace of industrialisation Itself was 
not very rapid in absolute terms, but was high enough not only to 
absorb the growth of local labour force tut also a significant 
number of migrants from rural areas. In most cases growth of 
population was relatively slow and conditions in the rural areas 
were not miserable. The volume of migration was, therefore, not 
too large to disturb the ecfulUbrlum. between demands and supplies 
in the urban areas even when the pace of industrial growth was 
relatively slow. Also, even a slow expansion of industrial acti- 
vity generated at least the proportionate increase in demand for 
labour, because the technology of Industrial production was and 
continued to' be more or less fixed and relatively labour intensive. 

Thus migration from rural to urban areas played an equil 
brating role, allocating labour from low productivity, low-income 
occupations and areas to high productivity, high income occupations 
and areas, on the one hand,- and reducing the income gap between 
Ihe rural and urban areas, on the other. The causes and conse^ence. 
of migration as implicit in the historical experience of the 
countries concerned thus got recognised as natural, inevitable and 
universal. And it is within this framework that one starts looking 
at the processes of rapid urbanisation and rural-urban migration 
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that have been going on in the developing countries, during the 
past few decades. During this period, industrialisation has 
taken place in these countries at a fast pace in some and slow 
pace in others, and urbanisation has taken place at an accelera- 
ted rate. Wide differences exist in income levels and general 
facilities between the rural and urban areas. Acceleration in 
migration from rural to urban areas apparently thus fits quite 
logically in this sequential process of industrialisation, rising 
demand for labour in urban areas, and increasing income differen- 
tials between rural and urban sectors. 

On a closer examination, however, the phenomenon of high 
rates of rural-urban migration in developing countries do not 
seem to fall into place so logically as it appears in the first 
place. The piece that does not fit into the scheme of things as 
postulated in the classical fram.ework of analysis of urbanisation 
and rural-urban migration is the high degree of unemployment 
obtaining in the urban areas of these countries. No doubt, 
industrialisation has led to an expansion in job opportunities 
in urban areas, but due to its relatively slov? pace and rising 
capital intensity, the increase in employment opportunities has 
hardly been fast enough to absorb even the natural growth in urban 
labour force, which has risen fast due to rapid population growth. 
Migration has added significantly to -che urban labour force, 
resulting in urban unemployment of a.n increasing magnitude. This, 
however, does not seem to have discouraged further migration from 
rural areas. The coexistence of surplus labour in urban areas with 
substantial and continuing migration from rural areas thus presents 
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a dileiTima in the analysis of urbanisation in developing countries. 

The Migration Puzzle of Developing Countries 

This apparently irrational behaviour may in the short run 
be a result of lack of information, or prevalence of misinformation. 
But it cannot continue" over a long period, as sooner or later, the 
prospective migrants would come to know the facts from the experi- 
ences of failed or disappointed migrants. A plausible explanation 
of the phenomenon has been advanced, by several economists led by 
Michael Todaro, in terms of the expected though not necessarily 
immediate chance of getting a well paid employment in the urban 
areas of the migrants' destination. There are significant differen- 
tials in the real earnings between the rural and urban areas, and 
even if a migrant does not get the desired employment immediately 
on migration, the waiting period of unemployment or low-paid 'em- 
ployment, gets more than compensated by the relatively high earnings 
of the job he eventually hopes to secure. Thus, so long as there 
is a reasonably high probability of getting a job with average 
urban earnings, rural migrants would continue to flock into urban 
areas, as according to this explanation, it is not the relative 
current earnings, but the life-time expected earnings that a rural 
migrant aims at maximising in making a decision to migrate. Even 
a 8 to 10 per cent employment in the urban areas thus gives a 
reasonably high probability of securing a job, and the chance is 
worth taking as any loss suffered initially i® more than compensated 
bnce the j ob material isesi ' 

The basic logic of the above model is extremely helpful in 
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explaining the dilemma of the persistent rural-urban migration 
along with substaintisl urban employment. Some of the basic 
assumptions and implications of the model, hovrever, invite closer 
scrutiny in view of the certain features of the migration process. 
First, for a sizeable number of migrants the choice based on the 
assessment of the relative advantages of the places of origin and 
destination, as is implicit in the model, may, in fact, not be 
available. The extrem.e poverty, converging on virtually zero income 
coupled with the prevalent and increasing economic and social 
inequality in the rural areas sometimes leaves no option for a ruiaal 
worker but to migrate to urban areas. No doubt, his decision in- 
volves a betterment of his position, but the phenomenon of migration 
in this case is qualitatively different from, a situation when a 
villager can continue to subsist at an average level in the rural 
area, but decides to migrate because the urban area offers him 
better expectations of opportunities. In terms of the oft- repeated 
terminology of migration analysis, a large part of the migration is 
motivated mainly by 'push' factors, while the above model tends to 
emphasise the ‘puli' factors more prominently. 

Secondly, the current differentials not only in" average, but 
also in the marginal, earnings are vjride enough between the rural 
and urban areas, in most cases, that it is not necessasry for the 
migrant to assess the life-time expected earnings differentials to 
make a decision to migrate. It is seen that the period of unemploy- 
ment on migration before getting some work is not very long? un- 
employment is not necessarily higher among m,iqrants than among 


non—migrants in ths urban araas; and, whatever job a migrant 
takes up even in the informal sector, fetches him, on an average 
a higher income then he would have earned, or could be attributed 
to him in the household activity, in his native village. In any 
case, the consideration of life-time expected earnings becomes 
relevant only in the cases of permanent or semi- permanent and not 
in the cases of temporary or 'target' migration. Theoretically, 
there is no denying the logic that differences in life-time 
expected earnings form the basis of long-term migration on a 
substained basis but, in practice their consideration is found 
either unnecessary or irrelevant, and current earnings differential 
is sufficient and immediately relevant motivation to migrate. 

Miqrat i on and Growth of Urban Informal Secto r 

The sustained process of rural-urban migration motivated by 
the expectation of employment in the formal sector combined with 
a slow growth of organised industrial sector is supposed to have 
contributed significantly towards the growth of informal sector in 
the cities of the developing countries. The migrants failing to 
secure the desired job immediately, but hoping to get one in future, 
take to relatively less remunerative jobs, mostly in the unorganised 
sector, or start work on a self-employed basis in the activities 
where the entry is relatively less restricted and easy. The growth 
of urban informal sector, according to this hypothesis, is thus 
basically caused by excess supply of labour, resulting from more 
migrants coming in than the urban sector can absorb at the average 
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level of productivity and. wages in the organised sector. It is 
thus depicted as the ‘residual sector', absorbing such of the 
workers who cannot get employment in the organised sector; and, at un- 
the same time, acts as vestibule through which the migrants ulti- 
mately hope to enter the cherished organised sector. 

An implication of the m.odel based on life-time expected 
earnings hypothesis thus is that the workforce in urban informal 
sector, or at least the additions to it, is composed primarily 
of the rural migrants. It is, however, not found to be empirically 
valid in many situations . The informal sector has been an integral 
part of the urban economies, its size has expended in most cases 
with the increase in the size of the town or city, and both urban 
residents and rural migrants have found employment in this sec r. 
While many migrants could find jobs only in the informal sector, 
even though they may have migrated with a view to entering an 
organised sector job, there is also a sizeable proportion of per- 
manently disadvantaged among the urban residents who have no 
endowment to enter the rather restrictive organised sector and 
have, therefore, continued to work in the informal sector through 
generations. Thus the informal sector is no ' exclusive preserve' 
of the migrants. Migration adds to the total urban population, 
and, to a larger extent, to the total urban labour force, and the 
migrant workers are found well distributed am.ong the organised 
sector, the informal sector, and also the unemployed. No consistent 

selectivity is observed among migrants in relation to the entry 

into one or the other segment of the urban workforce. 


The hypothesis that an entrant in the informal sector 
particularly a migrant, ultimately gets a job in the formal sector, 
and it is this expectation that sustains migration and 'temporary' 
acceptance by migrants of the low wage lobs in the informal sector, 
seems to be getting increasingly invalidated by the experience of 
the informal sector worbers. The chances of graduating to the 
formal sector are very low, as is indicated by generally long periods 
of work (15 to 20 years) observed in the case of individual workers 
in the informal sector,, In fact, most informal sector workers - 
migrants or residents ~ are likely to continue working in ,that 
sector, and due to deficient economic endowment and non-access to 
public facilities, even their children may have to end up working 
in that sector. In this situation explaining migration in terms of 
the life-time expected earnings on the assumption on a migrant's 
landing at some stage in his career into an organised sector job, 
does not seem realistic. The growth of informal sector in urban 
areas cannot, therefore, be solely attributed to migration induced 
by expectations of high earnings in the urban formal sector. The 
slow growth of the organised sector employment in comparison to the 
growth of labour force both on account of the natural increase in 
local population and in-migration from rural areas has contributed 
to the recent growth of informal sector in urban areas. 

At the same time, it would be incorrect to assume that the 
informal sector is an unnecessary appendage to the urban economy, 
as it mainly serves the purpose of absorbing the residual labour 
force. Informal sector has always been a part of urban sett laments. 


9 


not merely absorbing the residual labour force, but supplying 
various goods and services not produced or produced only at 
relatively high costs by the formal sector. 

The size and composition of the informal sector has, however. 
Varied among urban areas depending on their dominant activity and 
rate of growth. The informal component tends to be highly diffe- 
rent among different activities. Trade and construction activities 
have a high informal componenet; and so has the personal services. 
The informal component of manufacturing activity differs depending 
upon the industrial structure s textiles tend to generate a lost of 
informal sector activity vrhile heavy engineering and chemicals get 
mostly concentrated in the formal sector. An administrative town 
has a smaller informal sector, mainly confined to the personal 
services and constru.ct ion activity, A pilgrim town, on the other 
hand, has a high component of informal sector. 

Two Forms of Informal Sector Growth 

Despite these variations, however, a tendency of increase in 
the size and many a time, the extent, of informal sector has been 
observed in most of the urban areas of developing countries. And 
what is significant to note is that this tendency has operated :• 
along xvith the process of growth of the formal sector. A slow 
growth of the organised sector in a situation of rapid increase in 
the local and migrant labour force has, no doubt, resulted in the 
growth of informal sector. But a relatively faster grovrth of 
the organised sector has also been found accompanied by an 
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expansion of the informal sector. The pattern of its growth 
in the former situation is characterised by a structure of activi- 
ties Vv^ith very little linkages with the organised sector, and lovj 
productivity and low earning levels; while in the latter case the 
growing informal sector is getting increasingly linked through tech- 
nology and market v;ith the formal sector and generating employment 
with reasonably high levels of productivity and earnings, though 
still lower than in the formal sector. The latter kind of informal 
sector growth is observed mainly in urban centres which have expe- 
rienced a rapid expansion of industrial activity in the organised 
sector. 

The growth of the ' residual ' variety of the urban informal 
sector thus seems to be a natural consequence of slow growth of 
modern sector in urban areas and increasing misery due to popula- 
tion pressure and grov;ing inequality, in the rural areas. Growth 
of this variety of informal sector is likely to dampen the pace of 
economic grov^rth and accentuate dualism in economic structure and 
labour markets in the urban areas. Growth of informal sector induced 
by expansion of organised industry provides relatively better con- 
ditions to those engaged in it and is likely to lead to a greater 
integration in the urban economic structure. 

Informal Sector and Capitalist Development 

It is observed that both the demographic trends and the pattern 
of development of formal sector capitalist enterprises are leading 
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tc expgr.sion cf the urban informal sector. In fact, the formal 
sector enterprises themselves have an interest in the mushrooming 
growth cf the informal sector units. The informal sector enter- 
prises, no doubt, face a number of disadvantages in their operations 
in respect of availability of space and other public distributed 
inputs end services, and of unprotected and competitive markets for 
their products. But one important advantage they have is of cheap 
labour, es labour laws requiring payment of standardised wages and 
social security benefits and observance of minimum conditions of 
v/ork are not applicable to then.? and unionisation is virtually 
absent among their workers. In order to reduce labour costs, which 
are relatively high in their case due to legislative stipulations 
and unionism, the formal sector enteirprises prefer to pass on a part 
of their work to the informal sector units, or purchase certain 
semi-processed inputs and intermediate products from them, instead 
of expanding onw capacity to produce these items. They are thus 
not only happy with the existence of a number of small units with 
whom they can deal in this process, taut sometimes are even willing 
to help establishment of such units. Units are often sponsored by 
large establishments under their own aegis to reduce their tax 
burden as well. 

Besides, the above direct operational advantage that informal 
sector offers to the large formal sector units, it is also in the 
interest of the organised sector establishments that a sizeable 
informal sector exists as the reservoir of surplus labour to 
prevent a rise in wages . The 'reserve army of labour' subsisting 
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ir. t. '.-: ir .'rr-'.'l sc ctior at very low wages is always available for 
rc'-y:l-yr era rclrrively secure jobs in the formal sector, thus 
weeker.ir.g any pressure on employers to raise wages in the formal 
sector. It has been observed, for instance, that the organised 
sector employers in Indian industry advance arguments of equity 
croccing lew wages of unorganised sector workers, as a counter to 
incre.^sing pressure by unions and others for a rise in wages. Thus 
the informal sector is found a necessary and convenient mechanism 
for cap io ol ist developm.ent and accumulation. It is, therefore, 
sometimes argued that the national and international plea for pre- 
ferential treatment for the. informal sector in development policies 
of the developing countries is a part of the capitalist strategy 
of development; and the gullible governments of the developing ^ 
countries with their wavering industrial and development policies 
have also often swallowed the bait. 

Conclusion 

At the present stage, a sizeable inforrnal sector employing 
a large number of workers at very low wages and in poor conditions 
of work, seems to be an inevitable characteristics of urban areas 
in developing countries, due to a rapid growth of both urban and 
rural population, combined v/ith a slack in the pace of industria- 
lisation. The long term eonsequenGes of the dualistic structure 
with widening schism between the workers in the two sectors, 
however, need to be clearly reGognised. The long term strategy 
should, therefore, avoid falling in the trap of emphasising sus- 
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tenance of informal sector and thus encouraging dichotomous 
economic structure with all its inequitlous concomitants, but 
should instead stress on expansion of industrial activities in 

. iTor-r;=dina of the informal sector- activities 

the formal sector and upgrading 

with a view of their ultimate integration with the moflern formal 
sector. in the pattern of capitalist development that most develoi>- 
ino countries have opted for, inec^ltles and exploitation are 
inevitable, but at least growth could be better a=hlev,a and 


•va -h h CO 1 -h hour market could he syoia 
extreme inequities m i.t, c. 
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growth of informal sector is 
than resulting from the lack 


induced by industrialisation rather 
of industrial growth. 
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